International 
Marketing Information 
Series 


auf 


Foreign Economic Trends 
and Their Implications 
for the United States 


MARCH 1986 


FET 86-30 
Frequency: Annual 
Supersedes: 85-12 


PREPARED BY 
AMERICAN EMBASSY KATHMANDU 


U.S. DEPARTMENT OF COMMERCE 


international Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscrip- 
tion, $70.00. Foreign mailing $17.50 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





KEY ECONOMIC INDICATORS - NEPAL 
All values in millions of Nepali Rupees and for end of period unless otherwise stated. 


NEPAL FISCAL YEAR FY 82/83 FY 83/84 FY 84/85 Percentage 
Mid-July to Mid-July Change 


INCOME & PRODUCTION 
GDP at Current Prices (est.) 33,621 38,184 41,738 
GDP at Constant FY 75 Prices (est.) 20,642 225472 22,800 
Per Capita GDP, Current Prices (est.in Rs.) 2,128 2,350 2,511 
Per Capita GDP, Constant Prices (est.in Rs.) 1,306 1,368 1,389 
Agricultural Production ('000 M.T.) 4,455 5,286 5,163 
Foodgrains 3,350 4,289 4,21) 
Cash Crops i, L105 997 952 
Government Budget 
Regular Lgoo had 2,21 Seo S70 See 
Development 4,982.1 5,163.8 6,730.0 


MONEY & PRICES 
Money Supply 4,348.9 459335 5,690.1* 
Interest Rates (percentage) 
Central Bank (Treasury Bills) 5.0 5.0 5,0 
Commercial Banks (Prime) 12.0 12.0 L260 
Commercial Banks (Average) 15.0 £5 ..0 15.0 
Retail Price Index (72/73 = 100) 254.0 269.8 280.9 


BALANCE OF PAYMENTS & TRADE 
Gold & Convertible Currency Reserves+ Ly 139s 2,054.7 2,308: -5* 19.8* 
Indian Currency Reserves+ Ll (Obese 1,258.7 666.1* - 54.2* 
External Public Debt Outstanding ETAT SO 6,324.1 7,200.3* 26.5* 
Balance of Payments (basic balance) - 747.0 - 139.9 - 326.3*- = 160.2* 
Balance of Trade 5,181.9 4,809.9 §, £48.17 - 7.0 
Exports, FOB 1,132.0 1,704.1 2,139.9 62.0 
India 843.3 1,160.9 1,612.6 38.9 
Overseas 288.7 543.2 1,247.3 $11.2 
U.S. Share of Overseas Export 17.7 29'.7 482.9 1525.9 
Imports, CIF 6,313<9 6,514.0 7,908.6 eis 
India 2,499.6 3,057.9 4,035; 1 32.0 
Overseas a5e34 33 3,456.1 3,Si3<9 hak 
U.S. Share of Overseas Imports 133.5 146.2 121.6 - 16.8 
Overseas Tourist Arrivals (Calendar Year) 121247 423., 303 117,919 - 8.8 


Exchange Rate: U.S. Dollar One = NRs. 14.3 16.3 17.6 


Main Imports from U.S. (FY 1983/84): Medicines - 40.5, Milk and milk products - 25.1, 
Foodstuff - 12.3, Wheat - 9.3, Medical equipment -7.4, Pipe - 7.4, Aircraft Spare 
parts - 5.5, Office equipment & stationery - 4.8, Construction materials - 4.5, 
Polythene granules - 2.8, Bitumen -2.9, Telecommunication equip. - 2.7, 
Automobile and parts - 2.3, Machineries and parts - 2.3. 


* As of Mid-April 1985 (percentage change over mid-April 1984 figures). 
+ Net official, plus Commercial Bank holdings. 


Source: National Planning Commission, Nepal Rastra Bank, Ministry of Finance, 
Ministry of Tourism, Trade Promotion Center, plus Embassy estimates. 





SUMMARY 


Nepal is a relatively small, landlocked, mountainous country. 
The bulk of its estimated 16.7 million people live in the 
Southern lowlands bordering India, in small valleys within the 
Himalayan foothills, or on the slopes Surrounding these 
valleys. The population, already straining many of the 
country's limited resources, is growing at a rate of 2.66 
percent annually despite government efforts to limit its 
growth. Extension of cultivation to marginal hillsides and 
stripping of forests for fuel and fodder subsistence are 
causing serious erosion and environmental problems. The summer 
monsoon rainfall is the most important determinant for well- 
being in Nepal's agriculture-based economy. Ample rains in 
1985 indicate at least a normal year for the economy. 


Nepal's economy is still largely dictated by the subsistence 
agriculture on which the vast majority of Nepalese depend. 
Nepal's Gross Domestic Product grew by about 3 percent during 
FY 1984/85 (at 1974/75 prices), against 7 percent increase in 
the previous year. Due to unsatisfactory weather conditions in 
1984, agricultural production in FY 1984/85 declined by 2.3 
percent compared to the previous year's record output, but was 
16 percent higher than the figure for FY 1982/83, a drought 
year, and about 3 percent higher than the figure for FY 
1981/82, considered to be a normal year. The index of 
industrial production in FY 1984/85 showed a mixed trend and is 
estimated to have marginally increased by about 2 percent 
against 13 percent increase in the previous year, mainly 
because of the decline in some of the high weightage industrial 
products like jute goods, sugar and cement, and the 
non-inclusion of fast-growing and new industrial products in 
the production index. The external payments situation, which 
improved slightly in FY 1983/84, deteriorated further in spite 
of some improvement on the export front and continued inflows 
of external assistance. The growing deficit on the trade account 
was mainly responsible for this unfavorable payments situation, 
which was manifested primarily in the Indian Rupee account. 


The GON launched the new Seventh Five Year Plan (1985-90) with 
the current fiscal year. The Plan provides for a total 
developmental outlay of 50.41 billion rupees of which public 
sector spending accounts for 57.5 percent. Rs. 20.48 billion 
or 40.63 percent of the total outlay is expected to be financed 
through external assistance. The Plan sets an annual growth 
target of 4.5 percent and lays emphasis on faster production 
growth, gainful employment generation and fulfilment of the 
basic needs of the populace. 


Foreign assistance continues to play a critical role in 
financing the country's development plans and in covering 
budgetary deficits and should continue to be available in 
adequate amounts. 


BEST COPY AVAILABLE 
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Opportunities for United States business in Nepal are greatest 
in the proposed major development projects to be financed 
through foreign and multilateral assistance. As Nepal works 
toward developing its enormous hydroelectric potential, there 
will be a significant demand for consulting work, construction 
contracts, and equipment sales. 


The Government of Nepal seeks to encourage private investment, 
including foreign investment which brings in capital and tech- 


nology for import-substitution or export promotion. Nepali 


entrepreneurs are seeking joint ventures in agro-based and 
other industries, and 100 percent foreign-owned industries 


In addition, there are proposals for Nepali/ 
Indian/American joint ventures for export to the Indian market. 


are possible. 


CURRENT ECONOMIC SITUATION AND TRENDS 
PRODUCTION 


AGRICULTURE: Agriculture is the backbone of the Nepalese 
economy, employing over 90 percent of the work force, 
contributing about 60 percent to GDP and traditionally 75 
percent of exports. Much of Nepal's limited industrial 
activity involves the processing of agricultural produce. The 
country's overall economic well-being is therefore intimately 
tied to the success of agriculture which, on the other hand, is 
dependent on the annual summer monsoon rainfall, as irrigation 
covers only about 13 percent of agricultural land. Monsoon 
rainfall in FY 1984/85 was not too good and thus the overall 
agricultural production declined by 2.3 percent compared to the 
previous year's record output, but was 16 percent higher than 
that of FY 1982/83, a drought year, and about 3 percent higher 
than that of FY 1981/83, considered to be a relatively good 
year. Foodgrains production dropped by 1.8 percent, mainly due 
to a significant fall of 15.8 percent in the production of 
wheat. Production figures in thousands of metric tons were as 
follows for major foodgrains: 


Crop FY1982/83 FY1983/84 FY1984/85 % Change 
Over FY 
1983/84 


Paddy 
Maize 
Wheat 
Millet 
Barley 
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Paddy yield declined from 2.06 mt/hectare in 1983/84 to 1.97 
mt/ha; maize from 1.51 mt/ha to 1.42 mt/ha; and wheat from 1.34 
mt/ha to 1.18 mt/ha. In FY 1984/85 Nepal exported a total of 
52,536 metric tons of rice as a result of good harvests a year 
earlier. With only a marginal.decline in production of paddy 
this year, exports of rice may approach 50,000 metric tons in 
the current fiscal year also. 


Cash crop production declined by 4.5 percent mainly due to a 
Significant decline of 19.8 percent in the production of sugarcane 
from 509 thousand metric tons in FY 1983/84 to 408 thousand metric tons 
in FY 1984/85. The fall in sugarcane output is attributed to 

the decline in acreage under sugarcane cultivation, down by 

23.1 percent. While oilseeds, potato and jute production went 

up by 14.7 percent, 9.8 percent and 32 percent respectively, 
tobacco production went down by 6.5 percent. The government is 
working to improve crop yields through increased distribution 

of improved seeds and fertilizers and the expansion of the 
country's limited irrigation facilities. The use of farm 

credits and the development of cooperatives continue to grow 
Slowly. Production figures for principal cash crops in 

thousands of metric tons are: 


Crop FY1982/83 FY1983/84 FY1984/85 % Change 
Over FY 
1983/84 


Sugarcane 617 509 408 - 19.8 
Oilseeds 69 os 84 + 15.1 
Tobacco 6.7 6.9 6.4 - 7.2 
Jute 39 25 33 + 32.0 
Potatoes 3F3 383 420 + 9.7 


INDUSTRY - Industrial production makes up about 12 to 13 
percent of Nepal's GDP. Most industries are 
agriculturally-based, e.g., jute and sugar processing, 
cigarettes, rice and wheat milling. There has been modest but 
steady growth in the development of textile industries, cement 
and paper mills, building materials and cottage industries. The 
ready-made garment-export industry has boomed in the past 
year. The development of mining is hampered by limited natural 
resources and difficulty in accessing sites. Projects are 
currently under way to develop magnesite and zinc mines with 
production being sold primarily to markets in India. A 
petroleum exploration project is also under way. Tourism 
remains a major foreign exchange earner, although overseas 
tourist arrivals in FY 1984/85 dropped by 8.8 percent. 


In 1984/85 most industries in Nepal except cement, beer, sugar, 
bricks and shoe-making increased production and capacity 
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utilization. Some new medium and small industries were also 
established due to increased availability and reliability of 
electricity. Still, limited domestic markets and difficulty of 
access to, and competition in, foreign markets, especially the 
neighboring Indian market, continue to hamper expansion of 
production in many industries. 


The major exception is the ready-made garments industry, which 
mushroomed from virtually nothing to over $25 million of 
exports in FY 84/85, almost entirely to the United States. 
While the impetus for this phenomenal growth came originally 
from Indian businessmen seeking escape from Indian quotas, 
Nepali entrepreneurs are now moving to the fore as they see the 
long-range potential for Nepal to profit from labor-intensive, 
air-transportable manufactured exports. Despite the prospect 
of some U.S. quotas for Nepal, and assuming the protectionist 
mood in the United States does not prevail, the garment 
industry should have good prospects in Nepal. This in turn 


will open up new investment possibilities in textiles and 
ancillary industries. 


Jute goods production, a major industry, still suffers from 
poor foreign demand, the jute industry is almost 

entirely dependent upon Indian and domestic markets. While the 
domestic market is limited, the Indian market is hard to 
compete in as India herself is a major producer of jute goods. 
In the first nine months of 1984/85 jute goods production is 
estimated to have decreased by 3.7 percent compared to a 24 
percent increase during the corresponding period of 1983/84. 
Growth was, however, seen in the production of cigarettes (12.3 
percent), matches (11.9 percent), liquor (17.1 percent), soap 
(26.4 percent), leather (5 percent), tea (18.9 percent), 
biscuits (42.9 percent), plywood (23.2 percent), and synthetic 
textiles (14.3 percent). Production of sugar, beer and cement 
declined by 36.8 percent, 24.9 percent and 21.4 percent, 
respectively. Cement production will increase substantially 
with the recent inauguration of a second cement plant and the 
planned expansion of the existing plant. 


To improve industrial development, and to concentrate its 
financial resources in other development areas, the Government 
of Nepal has put a high priority on encouraging the growth of 
the private sector. There remains an acute shortage of 
capital, management and technology in Nepal, which the 
government hopes to correct by attracting foreign investments. 
Foreign Investment and Transfer of Technology Act enacted in 
1982 has given an impetus to the development of the private 
sector and attempts to attract domestic and foreign investment 
through liberal tax holidays and a variety of other 
incentives. In late 1982, Data Systems International (DSI) 
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became the first American firm to incorporate under this law. 
DSI has since become the first company to secure OPIC insurance 
for operations in Nepal. The first multinational/major brand 
name factory began operation in Nepal in 1984 with the 
Manufacture of Eveready batteries. Nepal Battery Ltd., a 
subsidiary of Union Carbide (India) Ltd., quickly reached full 
capacity production of D-cell batteries and has expansion and 
diversification plans. Another Nepal-American joint-venture, 
an agro-based industry to produce soya beverages, is under way. 


The country's population of 16.7 million, most of whom are 
subsistence farmers with little cash income, will support only 
a limited number and scale of import substitution industries 
for the foreseeable future. The most logical market for 
Nepalese exports is India, but competition and restrictions 
within the Indian market to date have limited the success of 
Nepalese manufactured goods. However, there are proposals 
for Nepali/Indian/American joint ventures to manufacture 
goods in Nepal for export to India and other countries in 

the aréa, using American technology. 


ENERGY 


As in other developing countries, the demand and consumption of 
energy in Nepal is growing fast. The total consumption of 
energy is estimated to be around 6.1 million tons equivalent of 
coal energy in FY 1984/85. Of this, 94.3 percent still comes 
from traditional sources including 83.6 percent from fuel wood, 
9.1 percent from agricultural waste products, and 1.6 percent 
from animal waste. Commercial sources account for 5.7 percent, 
which includes 3.6 percent from petroleum products, 1.5 percent 
from coal and 0.6 percent from hydro-electricity. Overcutting 
of timber reserves to meet these energy needs has resulted in 
environmental problems and caused the government to look 
increasingly to other fuel sources, especially its vast 
hydro-electric reserves. Nepal is estimated to have 2 

percent of the world's hydro potential (83,000 MW). Because of 
the high cost of developing this potential, and the still 
limited domestic market for large amounts of power, hydro 
development has been limited. However, the availability and 
reliability of electric power in the Kathmandu area has 
recently improved, due largely to the new 60 MW Kulekhani 
facility, which provides the major part of the 171.1 MW 
capacity the country has as of July 1985. A national 
electricity grid is being established with Asian Development 
Bank financing, and the Kulekhani II Project (32 MW), together 
with the Marsyangdi Project (66 MW) funded by IDA, West Germany 
and Kuwait will meet projected power needs of the country 
through 1993. 





The IBRD is funding a detailed feasibility study of the mammoth 
power potential of the Karnali River at Chisapani (3500MW) and 
selection of consultantsfor the project is in its final phase. 
A U.S. firm, Bechtel, has been appointed as the study advisor 
for the project. Several other major hydro projects are 
currently under consideration. They will require very large 
amounts of foreign assistance and close cooperation with India, 
which is expected to be the major consumer of the power 
generated. 


Nepal must import all petroleum products. Gulf countries and 
the USSR are the prime sources of supply. Refining, for which 
Nepal has no capacity, is done in India. Consumption of 
petroleum grew by 7 percent in 1984/85. Import of 
petroleum products constituted about one-third of Nepal's total 
export value in 1984/85. A World Bank-funded study of the 
petroleum potential of Nepal has indicated possible deposits in 
the southern belts of the country and Nepal has solicited bids 
for exploration concessions. If commercially feasible deposits 
were found, Nepal's economic condition, especially the balance 
of payment position, would improve significantly. 


COST OF LIVING 


Inflation, which has been a serious problem for the past 
several years with an annual inflation rate of around 13-14 
percent, slowed down considerably in FY 1984/85 mainly due to 
stability in the prices of foodgrains (foodgrains have a 30 


percent weightage in the Nepalese price index structure) as a 
result of the previous year's record harvests of foodgrains, 
particularly rice. Inflation in FY 1984/85 as measured by the 
consumer price index was 4.1 percent. Inflationary trends, 
however, persist as almost all other items showed a rising 
price level during the period, increasing by 10 to 30 percent. 
Several factors, including deficit financing by the government, 
increase in the prices of imported commodities (especially 
petroleum products and construction materials), internal cost 
management adjustment, short supply of some basic materials and 
the expectation of further increase in the dollar price, 
contributed to the above price rise. This trend is expected to 
continue in the current year as prices of almost all 
commodities have gone up since July 1985 as a result of 21 
percent increase in the rate of electricity charges and a rise 
in transportation costs. The current year's deficit financing 
(estimated at 4,000 million rupees, up 20 percent compared to 
the previous year's figure) will also have an expansionary 
effect on aggregate demand, contributing to further growth in 
the rate of inflation. 





TRADE AND BALANCE OF PAYMENTS 


Nepal's traditional trade deficit grew by 7 percent during 

FY 1984/85. Exports increased 62 percent in value over FY 1984/85, 
but imports also rose by 21 percent from Rs. 6514 million in 
FY 83/84. India continues to be the major trading partner for 
Nepal with 58 percent of Nepalese exports to India and 5l 
percent of imports from that country in FY 1984/85. Exports to 
India went up by 39 percent while imports grew by 32 percent. 
Sales to other countries, including all hard currency buyers, 
nevertheless went up by 11ll percent in FY 1984/85, largely due 
to increasesin garment exports. Imports from those countries 
also grew by 12 percent as against a decline of 5.4 percent a 
year ago. This situation is expected to continue in coming 
years as well. The need for capital goods, construction 
materials, and industrial raw materials for developmental 
purposes impels Nepal's import bill to grow while prospects for 
increasing exports are limited. 


Nepal has been facing a problem of negative balance of payments 
for the past 3 years. The crisis originated in FY 1982/83 
with a payments deficit of Rs. 747 million, mainly due to a 
sharp reduction in agricultural production. The balance 
improved slightly in FY 1983/84, reducing the deficit to Rs. 
139.9 million, and again deteriorated in FY 1984/85, mainly due 
to a significant deficit in the trade account. The basic payments 
position in the first nine months of FY 1984/85 was unfavorable 
by Rs. 326.3 million compared to Rs. 127.4 million during the 
corresponding period in FY 1983/84. The problem this time was 
more pronounced in Indian rupee accounts as imports from India 
grew by 32 percent this past year as against a 12 percent 
increase from other sources. This was partly due to increased 
importation of cotton textile fabrics required for the booming 
garment industry and partly due to the dollar's high price. The 
problem of decreasing Indian rupee reserves seems to have been 
magnified by speculators moving into Indian rupees in 
expectation of devaluation of the Nepali rupee vis-a-vis the 
Indian rupee. To cope with the situation, the Government of 
Nepal is reported to be arranging a standby credit (amount not 
yet known) with the Government of India. Nepal's foreign 
exchange reserves, as of Mid-April 1984, stood at Rs. 2,974.6 
of which Indian rupee reserves were Rs. 666.1 million. These 
reserves cover about four months of Nepal's imports. 


GOVERNMENT BUDGET 


Nepalese Government expenditures as usual did not reach the 
targeted levels in FY 1984/85. While the original estimate was 
a 32 percent increase in expenditure over 1983/84, the revised 
estimate envisaged an increase of 14.6 percent to a total of 
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Rs. 8,522.8 million. Nepal's budget is divided into the 
regular, or operating, budget and the development budget, the 
latter this past year accounting for 65 percent of the total. 
Approximately 51 percent of development costs were covered by 
foreign loans and grants, up from 49 percent a year ago. The 
remainder of development funds and all operating budget 
expenses were covered by domestic sources. Government revenue 
collection grew by 19 percent to an estimated Rs. 4,055.4 
million. Import duties and salies tax have been the main 
sources of government revenue, accounting for almost 50 percent 
of the total revenue, and this trend is expected to continue in 
coming years as no significant tax proposals have been made in 
the FY 1985/86 budget. 


Foreign debt service payments remain relatively small as most 
foreign loans are provided at concessional rates. Total debt 
aS a percentage of Gross Domestic Product (GDP) grew by three 
points to 17.3 percent in the first nine months of FY 1984/85. 


FOREIGN ASSISTANCE 


Nepal remains one of the poorest and least developed countries 
in the world. As a result, it has access to virtually as much 
foreign assistance as it can absorb effectively. This past 
year Nepal disbursed an estimated total of NRs. 2,799.4 million 
from both multilateral and bilateral sources (aid grants of 
NRs. 1,097.5 million and loans of NRs. 1,701.9 million), an 
increase of almost 10 percent over a year ago. Over the next 
few years Nepal is expected to continue to receive such levels 


of foreign aid, necessary not only for the country's extensive 


development projects but for the maintenance of its foreign 
reserves. 


IMPLICATIONS FOR THE UNITED STATES 


The favorable bilateral balance of trade and payments which 
Nepal has suddenly achieved thanks to ready-made garment exports 
should make Nepal more able and willing to import from the 
United States. Nepal is also eager to attract foreign 
investment and willing to pay for technology and brand names 
which would facilitate its export development and provide needed 
foreign exchange. Nevertheless, Nepal, with its small consumer 
population, undeveloped economy, and geographic remoteness, is 
not likely to become a major market for United States goods and 
services. Even where possibilities exist, U.S. firms will face 
stiff competition, not only from developed countries with 
experience in the region (such as Japan) but also from 
developing nations (such as Korea and, more notably, India) 
which possess the technology to meet many of Nepal's 
requirements and which have a major competitive edge from the 
standpoint of labor and transportation costs and other 

factors. Some American engineering firms are overcoming these 
problems via joint ventureswith Asian firms. 
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Significant opportunities for American business may emerge in 
certain specialized fields, particularly in hydroelectric power 
generation and electrical distribution. Worthy of particular 
attention are projects, largely in hydropower development, 
financed by the World Bank/IDA and by the Asian Development 
Bank. These projects, growing in number and value, offer 
substantial opportunities for consultancy, contracting and, to 
a lesser degree, equipment sales. 


In addition, American entrepreneurs are beginning to explore 
the opportunities Nepal provides for foreign investors with 
drive, perseverance and a clear market strategy. Government 
incentives for private and foreign investment are substantial 
and likely to remain in effect for the foreseeable future. 
Improvements in banking services, international (satellite) 
communications and electricity supply promise to remove major 
impediments to doing business in Kathmandu. Investors with 
ideas which would increase exports, substitute imports and/or 
provide jobs and training for Nepalis should not hesitate to 
check out the possibilities in Nepal. 
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¢ demand forecasts. 
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U.S. and Foreign Commercial Service 
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